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Performance Budgeting for the Federal Government 


by A. E. Buck, Institute of Public Administration 


N its recent report the Hoover Commission indicated that the current budget process of the 
Federal Government is gravely deficient in many respects. It made-a number of recommenda- 
tions looking toward the improvement of this process. By far the most significant was the 
recommendation proposing the adoption of a “performance budget.” This carries far-reaching 
implications, particularly from the administrative standpoint. 
The term “performance budget” was deliberately chosen by Mr. Hoover to signify the end- 
product in financial planning. It implies a systematic approach to the selection and definition of 


government work through programming. For 
this reason it is often referred to, and rightly 
so, as a program budget. 

Such a budget is developed primarily on 
the basis of functions and activities rather 
than built solely around organization units 
and objects of expenditure. Most of the usual 
data with respect to governmental structure, 
personnel and matériel are secondary con- 
siderations in program budgeting. These latter 
are properly arrived at after work plans have 
been formulated on the basis of programs, 
involving responsible organizational entities, 
and translated into quantities, unit costs, and 
dollar totals. 

To continue to approach Federal budgeting in 
the current manner is to put the cart before the 
horse, since the objective of all governmental 
spending is presumably to accomplish certain work 
or results and not just to acquire manpower and 
tools. To this end the satisfactory performance or 
accomplishment of desirable services or projects 
becomes the all-important consideration in program 
budgeting. 

Program budgeting is not a new idea. It has been 
a matter of experiment almost from the time budget- 
ing was first applied in this country some forty-odd 
years ago. A scheme for this type of budgeting, 
known at that time as a “cost data” budget, was 
devised in 1912 and applied to the public works 
activities of the Borough of Richmond in New 
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York City. The new budget operated for only 
three years, or until there was a political change 
in the city’s administration. 

In spite of the fact that the Richmond experiment 
was discarded, the idea caught the imagination of 
some budgeteers and was later applied in modi- 
fied form in other cities and states. Although con- 
siderable progress has been made in the develop- 
ment of the idea, not all of its potentialities are yet 
clearly indicated. The reason perhaps lies in the 
fact that most of the experiments with program 
budgeting have been conducted in governments with 
fairly simple structures and functions. The current 
basis of budgeting has served therefore to indicate 
fairly well what these governments were doing or 
proposing to do. 

Multiplicity of government functions and accom- 
panying complexities of administration have not 
arisen except in the larger cities and states—and 
in these only within the past decade or so. This is 
evidenced by the fact that only three governmental 
units in this country, other than the Federal gov- 
ernment, have passed the billion-dollar mark in 
their annual budgetary requirements. They are, in 
the order of their going over the billion-dollar 
mark, New York City, New York State, and the 
State of California. 

New York City, as I have already indicated, 
dropped the idea of program budgeting in 1915 
and has not returned to it, although certain civic 
agencies in the city have recently made strong 
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recommendations for its use. New York State has 
constitutional provisions and court decisions inter- 
preting these provisions which make it impossible 
at the present time to develop a program budget 
except as a kind of departmental adjunct to present 
methods. California fortunately is not hampered by 
such provisions and has recently made fair progress 
in the direction of a program budget. 

The annual budgetary requirements of the Fed- 
eral government are about 40 times those of each 
of the three governmental] units just noted. Besides, 
the functional and administrative complexities of 
the Federal government far exceed those of any 
other governmental unit or corporate entity in this 
country and perhaps in the world. Under these 
circumstances, it is nothing less than tragical to 
continue budget methods which at best cannot pro- 
duce an understandable budget document or an 
adequate system of budget administration. 

Why has this situation continued, especially since 
World War II? The explanation, I think, lies not 
in the lack of talent in the Federal government to 
deal with the budget problem but in thc lack of 
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ment. Everyone who has thought seriously about 
the budget problem and is not influenced by selfish 
motives seems to agrees that the time is ripe for a 
new approach. 


Change Comes Naturally 


What is this new approach? It is the development 
of program budgeting. Such budgeting does not 
constitute a sudden break with current experience 
or a wide departure from present administrative 
technique in most of the departments and agencies 
of the government. All enterprising administrative 
officers usually think of their work in terms of 
programs, plans, objectives, accomplishments, re- 
sults, and the like. This fact is evidenced by most 
of the so-called “justifications” which are submitted 
to the Budget Bureau and to the Congressional 
Appropriations Committees in support of depart- 
mental estimates. 

In other words, there is already wide apprecia- 
tion among the operating departments and agencies 
that any real justification of appropriation require- 
ments lies in the performance of planned work 
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proper focus and direction. Budget work has con- 
tinued to follow much the same routine as it did 
20 or 25 years ago in spite of the fact that the 
budgetary needs of the government are now vastly 
different. 

To be sure, some useful innovations have been 
recently added in budget preparation, such as the 
“budget preview” and the “target figures,” but these 
have not compensated for the thoroughly outmoded 
budgeting and accounting practices. The Adminis- 
tration (and perhaps Congress) has stuck reli- 
giously to these practices, even at the risk of having 
its financial plans hopelessly involved in obsolete 
forms and its fiscal operations needlessly hampered 
by antique methods and procedures. 

It is a strange psychology born of political and 
administrative inertia. The spell needs to be broken 
and some bold departures made at once in the 
budgeting and accounting practices of the govern- 
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rather than in categories of objects, specified num- 
bers or quantities, and meticulously computed dol- 
lar amounts. Yet one would hardly guess from the 
information presented in the budget document that 
such data as the “justifications” contain are ever 
prepared in connection with the estimates. Indeed, 
according to the present set-up of the budget docu- 
ment, form rather than substance is supposed to 
convince one of estimated needs. The “green sheets” 
schedules, which follow an object classification of 
expenditures, are elaborately presented in the 
budget document. Personnel requirements, for ex- 
ample, are spelled out by title and grade and even 
calculated by fractions of individuals. Three-tenths 
or seven-tenths of a person working for a year at a 
government job is an interesting spectacle to 
contemplate! 

There is little or no attempt to relate these per- 
sonnel requirements to the work in progress or to 
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be accomplished. One sometimes gets just a glimpse 
of the work involved under the brief tabulation 
called “obligations by activities.” These activities 
may indicate work programs, but more often they 
are subprograms or merely convenient administra- 
tive breakdowns. Generally speaking, these activity 
groups show the pressing need for thorough func- 
tional analyses which are not limited by organiza- 
tional or procedural jurisdictions. 


It is now quite apparent that progrem budgeting, 
if it is to be fully effective, must be carried into 
the appropriation structure. This structure, as it 
exists at the present time, is the result of years of 
administrative and congressional tinkering, result- 
ing in curious itemizations, specifications, particu- 
larizations, and limitations. These stipulations fre- 
quently limit or hamper administrative discretion 
and action rather than contribute to the efficient 
handling of governmental operations. 


Must Transfer Funds 


The present scheme of appropriations follows no 
consistent or logical plan and rarely relates to 
programs or objectives to be attained. Indeed, most 
of the large departments and agencies of the gov- 
ernment could not operate without what are termed 
administrative transfers or reapportionments of the 
appropriated funds. This action, now practiced on 
a wide scale, virtually defeats the present scheme 
of appropriations in many areas. 

This situation is illustrated by an example taken 
from one of the Hoover commission task force re- 
ports on the budgeting process: 


Under the 1949 budget, the Bureau of Mines 
in the Interior Department received only a small 
appropriation for general administration, whereas 
it actually drew from 15 other appropriations some- 
thing like eight times this amount for the same 
purpose. 

The task force also pointed out that an appropri- 
ation was made for “operating rescue cars and sta- 
tions and investigation of accidents,” amounting 
to over a million dollars. This appropriation was 
divided among five other activities of the bureau, 
since the last rescue car and station had been dis- 
continued more than two years previously. 


The general situation with respect to the develop- 
ment of program budgeting in the government, 
however, is not as bad as I may have led you to 
think. Recent articles and memoranda, which have 
emanated mostly from departmental and agency 
budget officers, are very heartening in their attitude 


toward program budgeting, as well as quite able 
in their approach to the subject matter. While some 
of these officers are cognizant of the difficulties in- 
volved in developing program budgeting, they point 
out that a good beginning has already been made 
in that direction in some of the operating depart- 
ments and in the corporate area of the present 
budget. 


The most notable progress in any regular de- 
partment so far seems to have been made in the 
budget of the new Air Force Department. This 
budget, initiated on the basis of a program ap- 
proach, is said to have departed completely from 
the current concept of appropriations on a strictly 
organizational basis. Each appropriation covers a 
series of related programs or a unified area of 
activities. There is no longer any need for continu- 
ously switching appropriated funds around in order 
to carry on current operations. Furthermore, ap- 
propriations for capital purposes are separate and 
distinct from those for current expenses. 


There are admittedly several obstacles to pro- 
gram budgeting, but none of them is_insur- 
mountable. 


Directors Lack Power 


The major obstacle is the semi-independent status 
often enjoyed by some of the subordinate units of 
the large departments and agencies. Funds are 
frequently provided for bureaus or divisions just 
as though they were separate organizational entities 
of the government. The head of the department 
under which they operate has little or nothing to 
say about their work plans, or how they budget for 
funds, or how they spend the moneys appropriated 
to them. 


The Hoover Commission emphasized this situa- 
tion in its early findings, and proposed that no 
subordinate unit of a department should be vested 
with authority independent of the department in 
which it is located. The Commission went further 
and recommended that the departmental head have 
power at all times to adjust the organizational 
structure under him to the functional changes and 
varied programs necessitated by new emphasis or 
changed conditions. The realization of this recom- 
mendation would make program budgeting possible 
on an integrated, department-wide basis, without 
which it may lose considerable of its force in 
bringing about efficient administration. 


A second obstacle to program budgeting, just 
as serious as the first, is the present accounting 
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practices of the government. These have become 
antiquated, even obsolete, in many respects and are 
no longer suited to the current needs of adminis- 
tration, more particularly the budget aspects. The 
whole accounting system should be reworked from 
top to bottom, with the major emphasis placed on 
the development of departmental accounting. From 
the standpoint of program budgeting, there are ex- 
tensive and unrealized possibilities in the wide 
application of cost accounting at the operational 
level. This field of accounting is now largely neg- 
lected in the regular departments, in spite of the 
fact that “costing” produces the basic data for the 
testing of performance in many governmental 
activities. 


Should Stress Operations 


The whole accounting accent of the government 
should be pitched differently. It should stress noi 
so much official fidelity as administrative perform- 
ance and operation, thus indicating the accomplish- 
ment of services or projects rather than merely the 
legal expenditure of funds. Accounting controls 
should be devised to measure the progress of ad- 
ministrative programs, not simply the use of ap- 
propriated dollars. Instead of the more-or-less 
negative method of stretching authorized funds over 
the four quarters of the fiscal year there should be 
a more positive and telling method for indicating 
the rate at which a projected program or project is 
being accomplished and whether it 1s being done in 
the most satisfactory and economical way. 


Efforts should be made through statutory revision 
and otherwise to correct the present reporting sys- 
tem of the government so that financial reports are 
not more confusing than illuminating when offered 
in support of the budget; so they indicate a 
definite. relationship between what is appropriated 
and what is spent for a given period; and so they 
show administrative plans and programs in terms 
of accomplishments or results. Once these things 
have been done, program budgeting can be applied 
with assurance of success. 

How should the departments and agencies of the 
government proceed at this point in the realization 
of program budgeting? There are a number of mat- 
ters to be considered, the more important of which 
may be enumerated as follows: 


1. Making a decided shift in the present ap- 
proach to budget preparation; 


2. Functionalizing departmental work and deter- 
mining programs and subprograms; 
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3. Separating the expenditure requirements of 
departments by character; 


4. Working out a better timing of budget esti- 
mating with respect to the fiscal period; 


5. Recasting the whole set-up of the budget 
document to show departmental require- 
ments in terms of programs, supported by 
appropriate performance data and ex- 
planation ; 


6. Bringing the appropriation structure into line 
with the operational programs as set forth 
in the budget; and 


7. Refashioning the present procedure for 
budget administration to emphasize prog- 
ress and accomplishment under the various 
programs. 


At first blush, this outline would seem like a 
large order. But I hope it is not quite as difficult 
to accomplish as it sounds. It will, however, require 
a lot of solid effort, many bold and new decisions, 
full collaboration of administrative staff agencies 
and operating departments, a sympathetic ear and 
a cooperating spirit on the part of Congress, and 
months of hard work and experimentation. Even 
so, if the conditions previously discussed in this 
paper can thus be remedied, the undertaking is 
eminently worth while. 


Stronger Staffs Needed 


The immediate problem in looking toward the 
preparation of next year’s budget on the program 
basis is, it seems to me, to make radical shifts in 
the approach that has hitherto been used. Re- 
sponsibility for estimates preparation should be 
transferred completely to the operating depart- 
ments. Those departments which have weak or 
unsatisfactory budgets staffs should reinforce them 
by bringing in capable personnel from the outside 
or through loan or transfer of staff members from 
the Budget Bureau. 


The Budget Bureau’s staff should concern itself 
not, as in the past, with the meticulous examination 
of the “green sheets” schedules, but with the review 
and correlation of the departmental programs and 
with their relationship to broad governmental poli- 
cies. To effect this change, the Bureau’s staff should 
be reorganized along more mobile lines. 


The functionalization of departmental work look- 
ing toward the designation of programs is essen- 
tially a job for the staffs of the departments con- 
cerned. Some departments, I understand, have 
already made considerable headway in this direction 
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either in connection with their overall administra- 
tive problems or in setting up budgetary and 
accounting controls. In the review of these func- 
tional schemes as they are developed by the several 
departments, the administrative management staff 
of the Budget Bureau, working in conjunction with 
the estimates staff, can make a real contribution. 
The relationship of organization to function, which 
such analyses should bring out, is at the very core 
of efficient and economical departmental adminis- 
tration. 


The separation of departmental expenditure re- 
quirements as between current operating expenses, 
fixed charges, and capital outlays constitutes an 
essential element in program budgeting. Although 
the Budget Bureau has given some attention to this 
problem, it had not arrived at what was considered 
a practical solution as recently as six months ago. 
Just where to draw the line between the separate 
categories is often difficult to determine. When is 
the cost of equipment, for example, a current ex- 
pense and when is it a capital outlay? There is the 
whole question of military equipment, most of it 
being quite substantial in character; yet, such 
equipment may be viewed merely as an expendable 
supply. And again, there are many classes of capi- 
tal improvements. Some of these improvements 
depreciate while others, like reforestation, appre- 
ciate. Some improvements are made to replace 
others and consequently are not considered as addi- 
tions to capital. Difficult as these questions may 
seem, they can be determined so as to contribute 
greatly to the clarity of the budget and to the 
success of administrative planning and manage- 
ment. Some of the departments and corporations 
have already made notable progress in _ this 
direction. 


The Hoover task force report on budgeting sug- 
gested better timing of estimates preparation in 
relation to the fiscal year. Work on the estimates 
is now started about a year before the beginning 
of the period to be budgeted and is usually com- 
pleted some nine months prior to the opening of 
that period. The estimates are reviewed and deter- 
mined at least six months before the fiscal year 
begins and the President’s budget is printed and 
presented to Congress early in January. 


Hampered by Delays 


Aside from the fact that an incoming President 
does not have the opportunity to prepare his first 
budget, the budget plans presented in January are 
never complete because of changing political poli- 


cies and economic conditions. Besides, experience 
shows that many of the departmental programs are 
so fluid (and program budgeting would emphasize 
this fact) that a time lag of six months in fixing 
these programs oftentimes represents the difference 
between good and poor planning. 

The task force report therefore proposed that the 
more fluid departmental] estimates should be kept 
open until some time in March, when they would 
be closed and the President’s budget formulated 
and sent to Congress about April 1. In the mean- 
time the Appropriations Committees would have 
received the estimates of the more stable depart- 
ments and agencies and could proceed with their 
usual review. 

The members of the Hoover Commission itself, 
especially those representing Congress, found this 
proposal unacceptable. They still wanted the 
budget submitted at the usual time, although 
they were aware that Congress ordinarily does not 
get around to any serious consideration of it until 
after April 1. Hence the somewhat confusing and 
rather noncommital statement in the Commission’s 
report on budgeting that “The performance budget 
would make it possible for the budget document to 
be submitted and acted upon in a shorter length of 
time.” 


Simpler Budget Possible 


Program budgeting will make it possible to re- 
cast the whole budget document into a simpler and 
more understandable presentation of the govern- 
ment’s financial needs. The department require- 
ments would be stated in terms of programs or 
projects, supported by appropriate cost and other 
data and explained by adequate textual matter. 
Most of the departmental tabular matter now in 
the budget document would disappear. This matter, 
however, could be sent to the Appropriations Com- 
mittees for whatever use they wished to make of it. 
The budget document, when constructed on the 
program basis, would be a shorter document and 
at the same time a much more informative docu- 
ment from the viewpoint of Congressmen, news re- 
porters, and the general public. 

The recasting of the budget document is primarily 
a task for the Budget Bureau, although suggestions 
might be solicited from the administrative depart- 
ments and from the members and staffs of con- 
gressional committees. 

To realize fully the benefits of program budget- 
ing, the appropriations structure should be brought 
into harmony with the departmental programs. This 
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means a complete recasting ‘of most of the present 
appropriations, a great reduction in the number 
of items, the limiting of appropriations to major 
programs, and the elimination of a great deal of 
complicated and needless appropriation text in 
which pet political projects oftentimes hide. 


More Flexibility Urged 


The appropriaticns should permit a wide flexi- 
bility in employing the organizational entities of 
each department in accomplishing its programs. 
Appropriations which are rigidly tied down to 
bureaus, divisions and other departmental units are 
likely to promote administrative inefficiencies and 
waste. The rewriting of the appropriations text is a 
job where the operating departments concerned 
would make a first draft, the Budget Bureau 
would then review and revise it, and the Appropri- 
ations Committees would add the final touches. 
While the recent proposal of Senator Harry Byrd 
to reduce the ten or a dozen regular appropriations 


bills to one bill is a good idea from the standpoint 
of focusing Congressional attention on the grand 
total of appropriations, it is not likely to further 
program budgeting unless the appropriations text 
itself is extensively rewritten to follow adminis- 
trative programs. 

Finally, if program budgeting is to serve as an 
effective tool of administration, the present proce- 
dure for budget execution should be refashioned to 
emphasize progress and accomplishment in the 
various departmental programs. This involves, in 
brief, the production of operational data through 
costing and statistical methods, the frequent testing 
of work performance and attainment, and the 
periodic review of all operational methods and pro- 
cedures. While these are matters primarily of de- 
partmental concern, they are also of interest to the 
central staffs. These staffs should see that general 
standards of excellence are maintained throughout 
the departments, and that the total departmental 
operations fit into and support the overall policies 
and programs of the government. 


